W

ol o R R O
Rl ‘:\ A

i E——

Sprint |
p‘m Edward Phillips o1 . NCWKFRO313
Attorney 20[}5 HUV G ﬁu‘i 9 J4s11 Capital Bivd
Wake Forest NC 27587-5900

e 919 554 7870

TR.A. DOCKET ROGHE o= T8

edward phillipps@mail sprint com

Noveriber 9, 2005

Chairman Ron Jones '
Tennessee Regulatory Authonty '
460 James Robertson Parkway

Nashville, Tennessee 37243

Re:  Direct Testimony of Thomas W. Sokol, Kevin P. Collins, John W. Mayo and Kent
W. Dickerson - Docket No. 05-00240

Dear Chairman Jones:

Enclosed for filing in the above-referenced docket is the original and thirteen (13) copies
of the Direct Testimony of Witnesses Thomas W. Sokol, Kevin P. Collins, John W. Mayo and
Kent W. Dickerson on behalf of Sprint Nextel Corporation. Information marked as proprietary is
being filed under seal in a separate envelope and should be afforded the usual protections
pursuant to the terms of the Protective Order entered on November 9, 2005. Under cover of this
letter, copies of both versions of this filing are being served upon counsel for Communications
Workers of America, AFL-CIO. ‘

Please note that the confidential versions of the testimony and exhibits of Kent W.
Dickerson and Kevin P. Collins are marked “highly confidential, contammg no confidential
information” These marks were placed on the testimony and exhibits prior to the entry of the
protective order on November 9, 2005. Such markings are being retained and do not impact how
this confidential information is to be treated under the terms of the Authority’s protective order.
Thus, any item marked ‘highly confidential, containing no confidential mformatlori’ is in fact
confidential and should be treated accordingly.

An extra copy of this letter 1s enclosed. Please stamp it‘Filed’ and return to me in the
enclosed self-addressed stamped envelope. Should you have questions or concerns with this
filing, please do not hesitate to contact me at your convenience.

Sincerely yours,

zﬂmﬂiﬂm(ofé. :

Edward Phillips
HEP:sm

Enclosures

cc: Don Scholes



BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

In the Matter of )
)

Application of Sprint Nextel Corporation ) Docket No 05-00240

for Approval of the Transfer of Control of )

United Telephone-Southeast, Inc., Sprint )

Long Distance, Inc. and Sprint Payphone )

Services, Inc From Sprint Nextel )

Corporation to LTD Holding Company. )

DIRECT TESTIMONY OF KENT W. DICKERSON IN SUPPORT OF THE
APPLICATION OF SPRINT NEXTEL CORPORATION FOR APPROVAL OF THE
TRANSFER OF CONTROL

*#% PUBLIC VERSION ***
(“HIGHLY CONFIDENTIAL” MATERIAL REDACTED)
(NO “CONFIDENTIAL” MATERIAL INCLUDED)



N

10

11

12

13

14

15

16

17

18

19

20

21

22

23

PUBLIC VERSION

Please state your name, business address, employer and position.
My name 1s Kent W. Dickerson My business address 1s 6450 Sprint Parkway, Overland
Park, Kansas 66251 [ am employed as Director — Cost Support for Sprint Nextel

Corporation (“Sprint™).

Please describe your educational background and business experience.

I received a Bachelor of Science degree from the University of Missouri — Kansas City 1n
1981 with a major in Accounting In 1984, I passed the national exam and am a Certified
Public Accountant 1n the State of Missour1. From 1981 to 1983, [ was employed as a
Corporate Income Tax Auditor II for the Missour1 Department of Revenue. From 1983
to 1985, I worked for Kansas Power and Light (now Western Resources) in the Tax and
Internal Audit-areas [ joined United Telephone Midwest Group 1n September, 1985 as a
Staff Accountant 1n the Carrier Access Billing area. Thereafter, I moved through a
progression of positions within the Toll Administration and General Accounting areas of
the Finance Department In 1987, I was promoted into the Carrier and Regulatory
Services group as a Separations/Settlement Adminmistrator performing Federal and
Intrastate access/toll pool settlement, reporting and revenue budgeting functions. [ was
promoted to Manager - Pricing 1n June, 1989 where I performed FCC regulatory
reporting and filing functions related to the United Telephone - Midwest Group Interstate
Access revenue streams. In 1991, I was promoted to Senior Manager - Revenue Planning
for United Telephone - Midwest Group. While serving in this position, my
responsibilities consisted of numerous FCC regulatory reporting and costing functions.

In 1994, T accepted a position within the Intrastate Regulatory operations of Sprint/United
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Telephone Company of Missoun1 where my responstbilities included regulatory
compliance, tanff filings, and earnings analysis for the Missour1 company’s intrastate
operations. Since December 1994, I have set-up and directed a work group which
performs cost of service studies for retail services, wholesale unbundled network

elements cost studies, and state and federal Universal Service Fund cost studies.

What are the duties and responsibilities of your present position?

My work 1ncludes developing and implementing cost study methods which conform with
Total Service Long Run Incremental Cost (“TSLRIC”) and Total Element Long Run
Incremental Cost (“TELRIC”) methodologies. I am responsible for written and oral
testimony, serving on industry work groups, and participating in technical conferences
related to TSLRIC/TELRIC costing methodology, filing of studies within 18 individual
states that comprise Sprint’s Local Telephone Division (LTD) and providing cost
expertise to Sprint's participation 1n regulatory cost dockets outside of the LTD

territories

What is the purpose of your testimony?

I am presenting testimony on behalf of United Telephone-Southeast, Inc. (heremnafter
“UTSE”), Sprint Long Distance, Inc. (“LTD Long Distance™), and Sprint Payphone
Services, Inc. (“SPSI”) that demonstrates the strong financial capabilities possessed by
UTSE and the newly created LTD Holding Company as referenced 1n the Application.
Further, I will show that, upon completion of the separation of LTD Holding Company

and the change of ownership and control, UTSE will be fiscally unaffected by the change
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1n its parent company. It will continue to possess the financial capability to invest in 1ts
network and employees and to generate a sufficient level of cash to pay expenses and a
dividend to 1ts shareholder. Thus, UTSE will be 1n a posttion to continue to provide

quality service to customers

In addition, my testimony, combined with the testimony of Houlihan Lokey witness Mr.
Kevin P. Collins, will show that the newly formed LTD Holding Company will also be
financially secure. Spectfically, LTD Holding Company will have the necessary
financial resources to raise capital, invest in networks, employees, and systems, and
generate sufticient cash to pay all expenses, service debt and pay a dividend to
shareholders. My testimony, combined with the testimony of Houlithan Lokey, will
collectively demonstrate that the new LTD Holding Company, upon separation, will have
solid financial capabilities as a financially secure Fortune 500 company. These attributes
will help ensure that UTSE and LTD Holding Company both will have the fiscal stability
and flexibility necessary to well position themselves competitively and pursue strategies

necessary to succeed.

Are you sponsoring any attachments to your testimony?

Yes, I am sponsoring the following seven attachments to my testimony:

1. Attachment KWD-1 - Statement of Operations for the 12 months ended December
31, 2004 for UTSE;

2. Attachment KWD-2 - Balance Sheet at December 31, 2004 for UTSE;
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Attachment KWD-3 - Statement of Cash Flows for 12 months ended December 31,

(']

2004 for UTSE,

4. Attachment KWD-4 - Adjusted Historical Consolidated Statement of Operations for
12 months ended December 31, 2004 for LTD Holding Company;

5. Attachment KWD-5 - Adjusted Historical Condensed Consolidated Balance Sheet at
December 31, 2004 for LTD Holding Company;

6. Attachment KWD-6 - Adjusted Historical Consolidated Statement of Cash Flows for
12 months ended December 31, 2004 for LTD Holding Company; and

7. Attachment KWD-7 - Adjustment No 1, Capital Structure.

Financial Capability of UTSE

What is the current financial condition of UTSE?

Attachment KWD-1 through KWD-3 provide the basic financial statements and 1llustrate
the financial condition of UTSE for the twelve months ended December 31, 2004, the
most recent annual period for which data s available. The financial statements have been
prepared and presented on a total company basis consistent with the FCC’s Automated
Reporting Management Information System (“ARMIS”) reporting requirements. The
ARMIIS reports show the historically recorded data from the books and records of UTSE,
which are maintained 1n accordance with the FCC’s Uniform System of Accounts, 47
C.F.R. Part 32 (“Part 32”). These financial statements clearly show that UTSE was

financially capable for 2004.
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Please explain how these statements demonstrate financial capability.

As 1llustrated 1n the 2004 financial statements, UTSE had total assets with a book value
of $413 mullion and produced operating income of $57 million, $37 million from 1ts
Tennessee operations. UTSE also generated cash from operating activities of $63
million, while investing $39 mullion 1n capital expenditures and paying dividends of $25
million. Clearly, UTSE generated sufficient cash to cover all operating expenses,
invested 1n 1ts network and was able to provide quality service to customers. In addition,
1t had money left over to pay a dividend to 1ts shareholder. All of these results

demonstrate that UTSE has been operating as a financially capable company.

Will UTSE continue to operate as a financially capable company after the
separation?
Yes. UTSE will continue to possess more than adequate financial capabulity after the

separation.

Please explain.

UTSE’s telecommunication operations have historically operated with significant
independence from the operations of other Sprint divisions. As discussed by Sprint State
Executive witness Mr. Thomas W. Sokol, these operations will remain essentially
unaffected by the separation. This 1s primarily because, after the separation, the vast
majority of the assets, liabilities, %revenues and expenses will remain the same and UTSE
will continue to operate as an independent entity. Thus, the financial results for UTSE

will not be significantly affected.
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Will there be any changes to accounting for financial transactions as a result of the
separation?

No. The accounting for the separation will occur at the LTD Holding Company level
only. Ownership 1n the stock of UTSE will simply transfer from Sprint’s balance sheet to
the new LTD Holding Company’s balance sheet. Thus, accounting for all day-to-day
financial transactions within UTSE will remain essentially the same as before the
separatton. UTSE will continue to use Part 32 to account for 1ts assets, liabilities,

revenues and expenses, 1n the same manner as 1t does today.

What about any impacts as a result of changes in the centralized services provided
to UTSE by the new management company?

There will be no significant impacts. UTSE currently receives certain centralized
services from a management subsidiary of Sprint. These include human resources,
finance, tax, communications, legal, planning, general support and information services
After separation, UTSE will continue to recerve similar management services from a new
affiliated management company of LTD Holding Company Any expense impacts as a
result of the transition from the former management company to the new one will be
minimal. Initially, operating expenses may increase as much as [BEGIN HIGHLY
CONFIDENTIAL] [END HIGHLY CONFIDENTIAL], an amount which 1s not
signtficant to either UTSE or LTD Holding Company. Further, consistent with the

manner in which Sprint has managed its operating expenses over the last several years,
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LTD Holding Company will either manage these costs such that any incremental increase

1s eliminated over time or offset them by reducing other costs.

Taking all of the above into consideration, what can you conclude about the
financial capability of UTSE after the separation takes place?

The 2004 financial statements demonstrate that UTSE has been a financially sohd
company. Because there will be no significant change to UTSE’s operations and
financial status as a result of the separation, UTSE will continue to have the financial
capability to invest 1n 1ts network, generate sufficient cash to pay all expenses and pay a
dividend to 1ts shareholder. Thus, post-separation, 1t will possess all of the attributes of
financial capabulity it has enjoyed historically. As a result, UTSE will continue to be

financially capable.

Financial Capability of LTD Holding Company

Please begin by describing the overall financial characteristics of LTD Holding
Company.

LTD Holding Company, a Delaware corporation, 1s a newly-formed subsidiary of Sprint,
and will be the ultimate parent of UTSE. Upon separation, LTD Holding Company will
be the largest independent local telephone company 1n the United States with 2004
annual revenues exceeding $6 billion. This level of revenue places LTD Holding
Company at approximately 335 on the Fortune 500 list. As a Fortune 500 company, LTD

Holding Company’s stock is expected to be traded on the New York Stock Exchange.
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Based on its financial attributes, and as further discussed by Houlthan Lokey witness Mr.
Kevin P Collins, LTD Holding Company anticipates a level of debt consistent with
companies that have been rated “investment grade ” Mr. Collins concludes that, all 1n all,
LTD Holding Company will have the ability to raise capital, invest n networks,
employees and systems, all of which will ensure that LTD Holding Company’s local
telephone operating entities such as UTSE will continue providing high quality service.
He further states that LTD Holding Company will be attractive to investors because 1t
will generate sufficient cash flow and will pay a reasonable dividend. Even after taking
into consideration the readily identifiable financial eftects of separation that will have
lasting impacts, as I describe below, LTD Holding Company will maintain sold fiscal
capabilities which will enable 1t and 1ts subsidiaries to effectively position themselves and

pursue strategies necessary to achieve financial success.

How will the separation impact the financial condition of LTD Holding Company?
There are three areas of readily 1dentifiable and lasting impacts that will result directly
from the separation. Please refer to Adjustment Nos. 1 through 3 shown on Attachment
KWD-4 through KWD-6. These Attachments illustrate in a summary and numerical
form the impacts that the separation will have on the financial condition of LTD Holding
Company, assuming the separation of the local telephone ope,ratlons had occurred as of
January 1, 2004. These three adjustments are entitled “Capital Structure,” “Dividend

Policy” and “Long Distance,” respectively. 1 will discuss each of the adjustments in just

a moment.
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Why did you assume for purposes of your analysis that the separation occurred as
of January 1, 2004?

The separation was assumed to occur as of January 1, 2004 to provide an opportunity to
review the separation’s financial impact on a full year’s worth of operatlbns, and 2004
;v_e;s tl_le most recent full year in which data was available. By overlaying adjustments

from the separation on top of the otherwise static 2004 actual financial results for LTD

Holding Company, we can 1solate and evaluate the financial impacts of the separation.

Before you explain the areas of adjustment, please summarize the financial
statements of LTD Holding Company included in Attachment KWD-4 through
KWD-6, in which the adjustments appear.
Attachment KWD-4 through KWD-6 begin by providing the unadjusted consolidated
financial statements of LTD Holding Company for the twelve months ended December
31,2004. Please refer to the “Historical LTD Holding Company” column This starting
point illustrates the solid financial condition and capability of LTD Holding Company as
if 1t existed and was reported separately from its parent company during that period For
2004, the financial results of LTD Holding Company show that it generated enough cash
to pay all operating expenses, invested [BEGIN HIGHLY CONFIDENTIAL]

[END HIGHLY CONFIDENTIAL)] 1nto 1ts network and serviced its debt,
leaving funds available to pay an [BEGIN HIGHLY CONFIDENTIAL]
[END HIGHLY CONFIDENTIAL] dividend to its shareholder. Next, the starting
point was adjusted to take into consideration each of the three adjustments I mentioned

previously, to reflect the immediate and material financial impacts of the separation
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transaction. Finally, the sum of the starting point and all three adjustments equal the final
column, labeled ““Adjusted Histortcal LTD Holding Company.” This column retlects the
financial condition of LTD Holding Company for 2004, including the financial impacts

as a result of the separation, as 1f the separation transaction occurred on January 1, 2004.

Please summarize the overall impacts from Adjustment Nos. 1 through 3 to the
financial statements of LTD Holding Company.

Adjustment Nos. 1 through 3 reflect, respectively, the impact to LTD Holding
Company’s financial statements from: 1) use of debt to meet a target capital structure; 2)
increased cash flow due to the new dividend policy; and 3) additional operating income
from providing long distance service. These adjustments will be described in more detail
below. The impact from Adjustment Nos. 1 through 3 to the Adjusted Historical
Consolidated Statement of Operations for LTD Holding Company in Attachment KWD-4
is an overall increase in revenue of [BEGIN HIGHLY CONFIDENTIAL]

[END HIGHLY CONFIDENTIAL], an increase in operating expense of [BEGIN
HIGHLY CONFIDENTIAL] [END HIGHLY CONFIDENTIAL], an
increase 1n interest and tax expense of [BEGIN HIGHLY CONFIDENTIAL]

[END HIGHLY CONFIDENTIALY], and a decrease in net income of [BEGIN
HIGHLY CONFIDENTIAL)] [END HIGHLY CONFIDENTIAL]. The
impact from Adjustment Nos. 1 through 3 to the Adjusted Historical Condensed
Consolidated Balance Sheet in Attachment KWD-5 reflects an increase in assets of
[BEGIN HIGHLY CONFIDENTIAL] [END HIGHLY

CONFIDENTIAL], which 1s matched by an 1dentical increase 1n habilities and

10
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shareholders’ equity. Finally and importantly, the impact of Adjustment Nos. 1 through 3
to the Adjusted Historical Consolidated Statement of Cash Flows in Attachment KWD-6
1s an ncrease n cash of [BEGIN HIGHLY CONFIDENTIAL] |[END

HIGHLY CONFIDENTIAL].

Please explain Adjustment No. 1 titled “Capital Structure.”

Adjustment No. | reflects the financial impact resulting from the 1ssuance of unsecured
debt 1n the amount of approximately [BEGIN HIGHLY CONFIDENTIAL]

[END HIGHLY CONFIDENTIAL] and retirement of long-term intercompany debt of
[BEGIN HIGHLY CONFIDENTIAL] |[END HIGHLY
CONFIDENTIAL] by LTD Holding Company. The debt issuance 1s part of the process
of establishing an appropriate overall capital structure determined by Sprint’s Treasury
Department. LTD Holding Company’s capital structure 1s intended to represent an
efficient use of investor capital by balancing the overall cost of capital with the need to
maintain ample financial flexibility. This capital structure and 1ts mntended objectives 1s
supported by the analysis and testimony of Houlihan Lokey witness Mr. Kevin P. Collins
who concludes that the capital structure 1s reasonable and appropnate for the type of
business in which LTD Holding Company is engaged, and is adequate for purposes of
servicing debt, reinvesting 1n its business, maintaining access to capital markets, and

paying dividends in accordance with its dividend policy.

What interest rate will the new debt issuance have?

11
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The overall weighted interest rate of the LTD Holding Company debt will be
approximately [ BEGIN HIGHLY CONFIDENTIAL] [END HIGHLY
CONFIDENTIAL]. The uliimate overall weighted interest rate will depend on

prevailing market conditions at the time of 1ssuance

Is there interest expense that will be incurred resulting from the issuance of debt?
Yes, LTD Holding Company will incur interest expense of [BEGIN HIGHLY
CONFIDENTIAL] [END HIGHLY CONFIDENTIAL] which when
reduced by a [BEGIN HIGHLY CONFIDENTIAL)] |[END HIGHLY
CONFIDENTIAL)] tax benefit, produces a net impact of [BEGIN HIGHLY
CONFIDENTIAL] [END HIGHLY CONFIDENTIAL], as shown 1n
Attachment KWD-7. As I discuss later, this increased interest expense will be more than
offset by the additional cash tflow resulting from LTD Holding Company’s new dividend

plan.

Does the issuance of debt impact capital structure?
Yes it does, because capital structure 1s the proportion of debt and equity a company uses
to finance its assets. The greater the level of debt a company uses to finance 1ts assets,

the more leveraged a company 1s 1n terms of 1ts capital structure.

Are there benefits to maintaining a certain amount of leverage in a capital

structure?
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Yes. All else held equal, a higher use of leverage (the amount of debt used to finance
assets) causes a downward effect on a company’s overall weighted average cost of capital
when compared to a capital structure with a lower level of debt As a result of higher
leverage, under certain circumstances, a company can benefit from a higher level of cash

flow.

Please explain how the use of debt lowers a company’s overall weighted average cost
of capital and provides the opportunity for increasing cash flow.

Financing a company through debt 1s cheaper than using equity. Lenders require a lower
rate of return than shareholders require because, all else held equal, debt securities
present a lower nisk than equity hsecurltxes due to their preferential claims on annual
income and liquidation proceeds. Additionally, companies effectively pay less for debt
capital than equity because interest expense on debt securities can be offset against pretax
income, thus reducing tax expense and tax payments Under these circumstances, the
cost of debt 1s less than the cost of equity which, in turn, lowers the company’s overall
weighted average C(;St of capital in comparison to a higher equity-based capital structure.
Lowering the overall cost of capital and having the advantage of associated tax benefits

will have a positive impact on a company’s cash flow.

Will LTD Holding Company generate higher cash flow from the use of leverage in
the form of debt?
Yes, LTD Holding Company will benefit significantly from additional cash flow as the

result of 1ts use of debt (versus equity) in 1ts capital structure. Even though as I discussed

13
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previously LTD Holding Company will pay interest expense on the new debt, it will
experience tax benefits associated with that interest and will pay a lower total dividend,
all of which results 1n an overall net increase 1n cash. I will explain how this works

mechanically and numerically when I discuss Adjustment No. 2 next in order.

Turning to Adjustment No. 2 titled “Dividend Policy,” what level of dividend does
LTD Holding Company plan to pay?
Adjustment No. 2 results 1n a payment of a $300 million dividend by LTD Holding
Company to 1ts shareholders. Based on the range of shareholders’ equity values as
determined by Houlthan Lokey witness Mr. Kevin P. Collins, LTD Holding Company’s
dividend yield will be approximately [BEGIN HIGHLY CONFIDENTIAL)]

[END HIGHLY CONFIDENTIAL] In addition, as a result of the new dividend |
plan, LTD Holding Company will gain an increase 1n cash flow which can be used for

debt reduction or strategic investment

What increase to cash flow results from the new dividend plan, and how does that
occur?
There will be an increase to cash flow in the amount of [BEGIN HIGHLY
CONFIDENTIAL)] [END HIGHLY CONFIDENTIAL]. As illustrated
in Attachment KWD-6, Adjusted Historical Consolidated Statement of Cash Flows, LTD
Holding Company paid dividends of [BEGIN HIGHLY CONFIDENTIAL)]

[END HIGHLY CONFIDENTIAL] to 1ts shareholder 1n 2004. Since LTD

Holding Company expects to pay only $300 million in future dividends to 1ts

14
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shareholders, a positive adjustment to cash flow and shareholders’ equity of [BEGIN
HIGHLY CONFIDENTIAL] [END HIGHLY CONFIDENTIAL] 1s

necessary to reflect the anticipated shareholder dividend level.

How does the generation of higher cash flow from the new dividend plan relate to
the use of leverage you discussed previously in Adjustment No. 1?

As I just explained and as 1llustrated on Attachment KWD-6, the expected lower dividend
will generate additional cash of [BEGIN HIGHLY CONFIDENTIAL]

[END HiGHLY CONFIDENTIAL]. As also shown in Attachment KWD-6, LTD
Holding Company will pay [BEGIN HIGHLY CONFIDENTIAL] [END
HIGHLY CONFIDENTIAL] (additional interest expense of [BEGIN HIGHLY
CONFIDENTIAL] [END HIGHLY CONFIDENTIAL] less tax benefit
of [BEGIN HIGHLY CONFIDENTIAL] [END HIGHLY
CONFIDENTIALY)) on 1its debt leaving a net increase 1n cash of [BEGIN HIGHLY
CONFIDENTIAL)] [END HIGHLY
CONFIDENTIAL]. This increase in cash 1s attributable to the additional leverage in
LTD Holding Company’s capital structure and the lower dividend obligation, both of
which would not be available but for the separation. An increase in cash flow is a
valuable benefit to LTD Holding Company because 1t can be used for activities such as

debt reduction or strategic investment.

Please explain Adjustment No. 3, titled “Long Distance.”

15
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A. As discussed 1n the Joint Application and the testimony of Sprint State Executive witness
Mr. Thomas W. Sokol, after separation, UTSE will continue to provide a complete
portfolio of services to 1ts customers in Tennessee, including long distance services The
ability to continue offering long distance service will occur through a combination of
commercial agreements, including sales agency and wholesale long distance agreements,
entered into between LTD Holding Company (or a subsidiary)' and Sprint
Communications Company L.P (“Sprint L P.”). Adjustment No 3 1s necessary to reflect
the long distance financial results that would have occurred for 2004, had LTD Holding
Company operated at that time under the commercial agreements it will enter mto with

Sprint L.P 1n accordance with the separation.

Q. What residential customers are reflected in the Adjustment No. 3?
The existing residential long distance customers of Sprint L.P. who are located 1n all LTD
Holding Company service areas are reflected in Adjustment No. 3. The existing 1n-
territory residential long distance customers of Sprint L.P. will be given the opportun'lty
to continue purchasing residential long distance services from LTD Holding Company
under the same “one stop shop” terms and conditions they enjoy today. Thus,
Adjustment No. 3 reflects actual 2004 in-territory Sprint L.P. residential customers and
their associated long distance service purchases, adjusted for the terms of the new
commercial agreements. The Long Distance adjustment effectively assumes that those

same customers purchased the same long distance services and quantities from LTD

! For ease and sumplicity, I refer to LTD Holdimg Company generically when describing the provision of long
distance services n this section of my testimony even though the provider actually will be a subsidiary of LTD
Holding Company, referred to as “LTD Long Distance” in the Joint Application

16



10

11

12

13

14

15

16

17

18

19

20

21

22

PUBLIC VERSION

Holding Company 1nstead of Sprint L P, consistent with the plan to allow customers to

seamlessly move to LTD Holding Company.

What long distance products will be offered to residential customers under the new
commercial agreements?
LTD Holding Company will offer, as a switchless reseller, voice long distance services

(including intrastate, interstate and nternational calling) to residential customers.

What business long distance customers are reflected in Adjustment No. 3?

The existing business long distance customers of Sprint L.P. whose corporate
headquarters are located 1n an LTD Holding Company service area are reflected in
Adjustment No. 3. This set of business customers will be given the opportunity to
continue purchasing long distance services from LTD Holding Company under the same
“one stop shop” terms and conditions they enjoy today. Thus, Adjustment No. 3 reflects
actual 2004 in-terntory Sprint L.P. business customers whose corporate headquarters are
located 1n an LTD Holding Company service area, and their respective long distance
purchases, adjusted for the terms of the new commercial agreements. The Long Distance
adjustment effectively assumes that those same customers purchased the same long
distance services and quantities from LTD Holding Company instead of Sprint L.P.,
consistent with the plan to move those customers seamlessly to LTD Holding Company

pursuant to the customer’s choice.

17
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What long distance products will LTD Holding Company offer to this set of business
customers under the new commercial agreements?

LTD Holding Company will offer, as a switchless reseller, voice long distance (including
intrastate, interstate and international) and data products to these business customers
including most prominently, Switched WATS and Switched Toll Free VC:ICC products and

ATM, Frame Relay and Dedicated IP data products.

Please summarize Adjustment No. 3 Long Distance, as depicted on Attachments
KWD-4, KWD-5 and KWD-6 to the testimony, and your conclusion as to how this
adjustment impacts the financial capability of LTD Holding Company.

Adjustment No. 3 on Attachment KWD-4, Adjusted Historical Consolidated Statement of
Operations, reflects the revenue and expense results of offering long distance products to
the residential and business customer segments described above. The customer quantities
and product demands are the actual amounts purchased by these respective customers
from Sprint L P. in 2004 The revenue and expenses are adjusted such that they are
consistent with the rates and terms of the commercial agreements described above. The
adjusted outcome provides a meaningful and accurate depiction of the financial results
that would have occurred had LTD Holding Company operated under the new
commercial agreements in 2004. This depiction of financial results demonstrates that
there 1s a substantial financial contribution of net income from long distance products.
This will contribute to the overall financial health and viability of LTD Holding
Company upon separation. The associated adjustment to Attachment KWD-5 and KWD-

6, Adjusted Historical Condensed Consolidated Balance Sheet and Adjusted Historical

18
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Consolidated Statement of Cash Flows, reflect the cash effect of the contlnbutlon to net

mncome.

In addition to providing substantial positive results contributing to the overall
financial health of LTD Holding Company, are there other benefits associated with
the commercial long distance agreements‘.f

Yes. The commercial long distance wholesale agreement ensures LTD Holding
Company’s ability to offer competitively priced long distance services to customers
through the contractual provision for Most Favored Nation (“MFN”) pricing. MFN
contract provisions entitle LTD Holding Company to wholesale prices for long distance
voice and data products equal to or lower than prices provided under contract to other
similarly situated non-affiliate purchasers of wholesale long distance services from

Sprint.

You mentioned in discussing the Long Distance adjustment the importance of LTD
Holding Company’s ability to provide a full portfolio of services to meet customer
needs. Please discuss whether LTD Holding Company’s provision of wireless
services is expected to have a near-term material impact to its financial statements.
The Joint Application and testimony of Sprint State Executive witness Mr. Thomas W.
Sokol discuss the targeted local focus that will result from the separation and the
emphasis 1n delivering a full portfolio of services to meet local customer needs, including
wireless services. \As I will explain more fully 1n a moment, LTD Holding Company

through 1ts subsidiaries, has secured commerctal agreements with Sprint enabling it to
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offer a fully featured, wide range of wireless voice and data services. However, unlike
the business plan for long distance described above, there 1s no expectation of LTD
Holding Company having a substantial wireless customer base at the imtial point of
separation. LTD Holding Company will work to build a wireless customer base over
time. Additionally, while LTD Holding Company has 1n place the necessary billing and
customer care capabilities for long distance services, those same capabilities are still
under development for wireless service. Given these factors, wireless services are
mmtially expected to have little impact on the overall financial results of LTD Holding

Company.

Please explain the types of commercial agreements through which LTD Holding
Company will offer wireless services.

LTD Holding Company’s wireless service offerings will be effectuated through a
combination of commercial sales agency and Mobile Virtual Network Operator
(“MVNO”) resale agreements entered into between LTD Holding Company (or a
sub51d1ary)2 and Sprint. These arrangements will allow LTD Holding Company to offer
services to a wide range of low to high usage wireless customer segments. These
commercial agreements provide LTD Holding Company with a complete portfolio of
wireless and data services which will be offered to both residential and business
customers The MVNO resale option will allow LTD Holding Company to develop over

time, new and different wireless plans which best match LTD Holding Company markets

and customer preferences.

* Simular to the above discussion on long distance services, when describing the provision of wireless services in
my answer, | refer to LTD Holding Company generically, even though the provider actually will be a subsidiary of
LTD Holding Company referred to as “LTD Long Distance” in the Joint Application
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The Joint Application discusses shared asset platforms — will the sharing of assets
and related transactions impact the financial status of LTD Holding Company?

No. The Joint Application and the testimony of Sprint State Executive witness Mr
Thomas W. Sokol describe how the efficient use of shared asset platforms support a
portion of UTSE’s opérational capabilities. The application further explains that, upon
separation, some of these shared assets will be transferred to LTD Holding Company and
some will remain with Sprint. These asset transfers and related transactions are not
expected to have a substantial, long term financial impact on LTD Holding Company for
reasons I will explain 1n a moment. First, however, I think 1t would be hélpful for me to
describe the nature of these shared assets, their current shared use, and the process by
which decisions as to future ownership and use between LTD Holding Company and

Sprint will be determined

Please proceed.

Today, the vast majonity of UTSE’s operations are supported by assets owned and
operated by UTSE and employees who reside 1n its service territory However, UTSE
also has available to 1t the efficient use of certain out-of-area shared asset platforms,
which UTSE does not own or operate itself. Rather, these shared assets are
predominately owned and operated by UTSE’s affiliate, Sprint United Management
Corporation (“SUMC”). For example, the System Signaling Seven (“SS7”) platform
which currently provides Local Number Portability (“LNP”) call routing information and

related capabilities for UTSE, is owned and operated by SUMC. This SS7 platform
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provides LNP capabilities not only to the individual operating telephone companies of
Sprint (such as UTSE), but also to the long distance and wireless affiliates Sprint s
utithzing a fact-based decision making process whereby shared assets will be moved to

the newly formed LTD Holding Company or to Sprint upon separation.

Please describe the decision making process by which shared assets will be identified
and moved to either LTD Holding Company or Sprint upon separation.

The process utilizes a set of straightforward criteria to determine the most logical future
owner of each currently shared asset. The first step in the process identifies each
individual shared asset. This step has already been completed. The second step, which
also has been completed, 1s to determine for each shared asset if LTD Holding Company
or Sprint, or both, require continued use of that asset upon separation. This step has
resulted 1n the 1dentification of some assets which are required for future use by LTD
Holding Company, but not by Sprint and vice versa. Those shared assets 1dentified as
being required for future use by LTD Holding Company but not by Sprint, will be titled
and moved to the balance sheet of LTD Holding Company at the point of separation

They will be recorded on LTD Holding Company’s balance sheet at net book value.

You stated that the second step in the process has identified certain shared assets
which are required for the future use of both the LTD Holding Company and
Sprint. How will the future owner of these types of assets be determined?

Sprint has developed a set of logical criteria which are being applied to each individual

asset decision relative to shared assets required for the future operation of both LTD

22



10

11

12

13

14

15

16

17

18

19

20

21

22

PUBLIC VERSION

Holding Company and Sprint  These decision making criteria require analysis regarding
the pnimary use of the asset, the level of revenue generation from the asset, the physical
location and maintenance of the asset, expected asset migration and the Iike. The
examination of these objective criteria will ultimately determine, whether each shared
asset will be moved to LTD Holding Company or remain with Sprint at the point of

separation.

Relative to shared assets which are required for LTD Holding Company’s future
operations, but are determined to remain with Sprint at separation, how will LTD
Holding Company ensure that it and its operating telephone company subsidiaries
have adequate access to asset services?

LTD Holding Company will purchase the necessary capabilities from Sprint. The reverse
1s also the case for assets transferring to LTD Holding Company at separation which
Sprint needs to use for a transitional period of time. This purchase of the use of asset
services will be transacted through Transition Service Agreements executed between
LTD Holding Company and Sprint. The transitional services subject to these agreements
will be priced at cost and are generally expected to be 1n place for approximately one year
to allow sufficient time for LTD Holding Company and Sprint to develop and implement
their respective stand-alone capabilities. At the end of the transitional period, LTD
Holding Company and Sprint will discontinue the transitional operations and associated

agreements, and begin utilizing their own respective operating platforms/assets.
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Why is the process described above not expected to generate a substantial change to
the LTD Holding Company’s financial statements contained in Attachments KWD-
4, KWD-5 and KWD-6?

The financial impacts of the LTD Holding Company telephone companies’ (including
UTSE’s) use of shared assets are already reflected in the 2004 Historical LTD Holding
Company starting point shown in Attachments KWD-4 and KWD-6. As stated earlier,
these shared assets currently reside on the balance sheet of SUMC. However, the
operating costs (including depreciation expense) of these shared assets are allocated from
SUMC to the individual local telephone companies (including UTSE) each month, using
in most cases the same relative use criteria referenced above. Additionally, the use of
Transition Service Agreements described above will result 1n cost-based billing between
LTD Holding Company and Sprint for approximately one year after separation. These
billings will ensure that the cost of ownership, relative to the transfer of shared assets to
LTD Holding Company, 1s reduced to reflect Sprint’s use of the assets during the
approximately one-year transitional period following separation. Thus, the existing
expense and cash impacts already reflected in Attachment KWD-4 and KWD-6 are a
reasonable representation of the expense and cash impacts that will occur from a
combination of asset ownership costs and the recording of transitional transactions, and

no adjustment 1s therefore necessary.

Please describe the overall impact to the financial statements of LTD Holding

Company as adjusted for the separation.
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The Adjusted Historical Consolidated Statement of Operations for LTD Holding
Company 1n Attachment KWD-4 reflects an overall increase in revenue of [BEGIN
HIGHLY CONFIDENTIAL)] [END HIGHLY CONFIDENTIAL], an
increase n operating expense of [BEGIN HIGHLY CONFIDENTIAL]

[END HIGHLY CONFIDENTIAL], an increase in interest and tax expense of [BEGIN
HIGHLY CONFIDENTIAL] [END HIGHLY CONFIDENTIALY], and a
decrease 1n net income of [BEGIN HIGHLY CONFIDENTIAL) [END
HIGHLY CONFIDENTIAL]. The Adjusted Historical Condensed Consolidated
Balance Sheet for LTD Holding Company 1n Attachment KWD-5 reflects an increase in
assets of [BEGIN HIGHLY CONFIDENTIAL| [END HIGHLY
CONFIDENTIAL], which s matched by an 1dentical increase in liabilities and
shareholders’ equity. The Adjusted Historical Consolidated Statement of Cash Flows for
LTD Holding Company 1n Attachment KWD-6 reflects an increase 1n cash of [BEGIN
HIGHLY CONFIDENTIAL)] [END HIGHLY CONFIDENTIAL] after

accounting for all of the separation transactions.

What conclusions can be reached concerning the overall financial capability of LTD
Holding Company?

My testimony, combined with the testimony of Houlithan Lokey, collectively
demonstrates that the new LTD Holding Company has solid financial capabilities as a
financially secure Fortune 500 company. Upon separation, the LTD Holding Company
will have the ability to generate revenues to pay all expenses, invest 1n 1ts network,

employees, and systems to continue providing high quality service, and pay an attractive
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dividend to 1ts sharcholders. The analysis and testimony of Houlihan Lokey 1illustrates
that LTD Holding Company’s capital structure and dividend policy 1s reasonable, and 1t
will have the ability to raise capital, service its debt, and make strategic investments All
of this evidence confirms that the new LTD Holding Company will have the financial

capability necessary to succeed.

How does the positive financial capability of LTD Holding Company, in turn,
benefit the local operating company, UTSE?

The positive financial characteristics of LTD Holding Company will help ensure that 1t
will have the financial stability to position itself and pursue strategies necessary to assist
UTSE to succeed. With a solid financial structure, LTD Holding Company will produce
sufficient revenues and cash flow to allow LTD Holding Company to attract capital to
invest 1n 1ts local telephone company operations. This investment will facilitate a
focused local strategy, and the local telephone operations will benefit from a continuing

ability to deliver a full portfohio of services to meet targeted customer needs.

Does this conclude your testimony?

Yes.
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ATTACHMENT KWD-1

Statement of Operations for the 12 Months Ended 12/31/04 for
UTSE

**% PUBLIC VERSION **3*
(No “Confidential” or “Highly Confidential” Version)



United Telephone - Southeast, Inc.
Statement of Operations
Twelve Months Ended December 31, 2004

Attachment KWD-1

($000)
UTSE Tennessee

Account Title ARMIS Basis ARMIS Basis
Operating Revenues
Basic Local Service $ 115,551 $ 81,113
Network Access Service 82,475 . 53,637
Toll Network Service 5,933 4,699
Miscellaneous Revenue 17,208 12,616
Non Regulated Revenue 27,246 18,690
Uncollectibles (2,723) (2,002)
Total Operating Revenues $ 245,690 $ 168,754
Operating Expenses
Plant Specific Operations $ 51,756 $ 36,783
Plant Nonspecific Operations 11,381 9,211
Access Expense 5,633 3,888
Customer Operations 33,047 23,625
Corporate Operations 30,866 21,226
Depreciation/Amortization 56,276 36,748
Total Operating Expenses $ 188,959 $ 131,482
Operating Income $ 56,731 $ 37,271
Operating Taxes $ 20,369
Interest Expense $ 7,869
Other Income & Expense $ 2,943
Net Income $ 31,436

PUBLIC VERSION



ATTACHMENT KWD-2

Balance Sheet at 12/31/04 for UTSE

*4% PUBLIC VERSION ***
(No “Confidential” or “Highly Confidential” Version)



United Telephone - Southeast, Inc.
Balance Sheet
As of December 31, 2004

Attachment KWD-2

($000)

Account Title ARMIS Basis
Current Assets
Cash and Equivalents $ 90
Receivables-Net 71,477
Other Current Assets 1,671
Total Current Assets $ 73,238
NonCurrent Assets
Investments $ 3,625
Unamortized Debt Issuance Expense 138
Other NonCurrent Assets 26,429
Deferred Charges 7,178
Total NonCurrent Assets $ 37,369
Plant
Gross Property, Plant and Equipment $ 870,245
Accumulated Depreciation (568,081)
Net Plant $ 302,163
Total Assets $ 412,771
Current Liabilities
Accounts Payable $ 15,095
Advance Billings 7,370
Customer Deposits 321
Current Matunties 19,200
Accrued Taxes 1,861
Other Current Liabilities 11,461
Total Current Liabilities $ 55,307
Long-Term Debt
Funded Debt $ 13,230
Other Long-Term Debt 75,000
Total Long-Term Debt $ 88,230
Other Liabilities and Deferred Credits
Other Long-Term Liabilities $ 33,075
Net Noncurrent Deferred Income Taxes 54,321
Other Deferred Credits (1,537)
Total Other Liabilities and Deferred Credits $ 85,859
Stockholders' Equity
Stockholders' Equity $ 183,375
Total Stockholders' Equity $ 183,375
Total Liabilities and Stockholders' Equity $ 412,771

PUBLIC VERSION



ATTACHMENT KWD-3

Statement of Cash Flows for 12 Months Ended 12/31/04 for UTSE

*** PUBLIC VERSION ***
(No “Confidential” or “Highly Confidential” Version)



Attachment KWD-3

United Telephone - Southeast, Inc.
Statement of Cash Flows
Twelve Months Ended December 31, 2004

($000)
Account Title ARMIS Basis

Cash Flows from Operating Activities

Net Income/Loss $ - 31,436
Depreciation and Amortization 56,276
Other Net (24,463)
Net Cash Provided By/Used in Operating Activities $ 63,249
Cash Flows from Investing Activities

Construction/Acquisition of Property, Plant and Equipment $ (38,558)
Other Investing Activities Net (216)
Net Cash Provided from Investing Activities $ (38,774)
Cash Flows from Financing Activities

Dividends Paid $ (24,517)
Other Financing Activities Net -
Net Cash Provided by Financing Activities $ (24,517)
Net Increase/Decrease in Cash and Cash Equivalents $ (42)
Cash and Cash Equivalents-Beginning of Period 132
Cash and Cash Equivalents-End of Period $ 90

PUBLIC VERSION



ATTACHMENT KWD-4

Adjusted Historical Consolidated Statement of Operations for 12
Months Ended 12/31/04 for LTD Holding Company

##* PUBLIC VERSION ***

(“Highly Confidential” Material Redacted)
(No “Confidential” Matenal Included)
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ATTACHMENT KWD-5

Adjusted Historical Condensed Consolidated Balance Sheet at
12/31/04 for LTD Holding Company

**% PUBLIC VERSION ***
(“Highly Confidential” Material Redacted)
. (No “Confidential” Material Included)
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ATTACHMENT KWD-6

Adjusted Historical Consolidated Statement of Cash Flows for 12
Months Ended 12/31/04 for LTD Holding Company

#+* PUBLIC VERSION ***
(“Highly Confidential” Material Redacted)
(No “Confidential” Material Included)
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ATTACHMENT KWD-7

Adjustment No. 1, Capital Structure

*%% PUBLIC VERSION ***

(“Highly Confidential” Material Redacted)
(No “Confidential” Material Included)



LTD Holding Company Attachment KWD-7
Adjustment No 1, Capital Structure
(mithons)

Interest Expense Calculation for Adjustment No 1, Capital Structure

Descnption Interest
Amount Rate Amount

New debt Issuance
Floating rate debt (3 - 5 yr matunty)
Fixed rate debt (7 - 30 yr. matunty)

Less Settlement of intercompany debt

Interest Expense Adjustment No. 1
Tax Benefit

Net Increase to Expense

PUBLIC VERSION




